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OATH OR AFFIRMATION
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PRICEAVATERHOUSE(COPERS

PricewaterhouseCoopers LLP

10 Tenth Street

Suite 1400

Atlanta GA 30309-3851
Telephone (678) 419 1000
Facsimile (678) 419 1239

Report of Independent Accountants

To the Shareholder and Board of Directors of
FSC Securities Corporation (an indirect wholly owned subsidiary of SunAmerica Inc.)

In our opinion, the accompanying statement of financial condition and the related statement
of operations, of changes in shareholder’s equity and of cash flows present fairly, in all
material respects, the financial position of FSC Securities Corporation (the “Company”) at
December 31, 2002, and the results of its operations and its cash flows for the year then
ended, in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management;
our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit of these statements in accordance with auditing standards generally
accepted in the United States of America, which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in Supplementary Schedules I and
I1 is presented for the purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by Rule 17a-5 under the
Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements, and in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

February 27, 2003
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FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Statement of Financial Condition

For the Year Ended December 31, 2002

Assets:
Cash and cash equivalents . $ 10,376,823
Cash segregated under federal regulations 4,017,067
Commissions receivable 3,141,369
Other receivables - 753,159
Receivable from clearing organization 1,737,896
Deposits, prepaids and other assets 1,293,348
Total assets $ 21,319,662
Liabilities:
Commissions payable $ 6,514,205
Payable to parent 1,799,853
Payable to clearing organization 1,972,111
Accounts payable and other liabilities 316,141
Total liabilities 10,602,310

Shareholder's equity:
Capital stock - $10 par value; 1,000 shares authorized;

issued and outstanding 10,000
Additional paid-in capital _ : - 1,040,000
Retained earnings 9,667,352

Total shareholder’s equity 10,717,352
Total liabilities and shareholder’s equity $ 21,319,662

The accompanying notes are an integral part of this financial statement.

_2.



1m

FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)

Statement of Operations ,
For the Year Ended December 31, 2002

Revenue:
Commissions
Advisory services
Other operating income
Interest income

Expenses:
Commissions
Advisory services
General and administrative
Management fee to parent company

Income before income taxes

Provision for income taxes

Net income

The accompanying notes are an integral part of this financial statement.

—3-

$ 137,415,639
46,827,505
10,231,130

140,802

194,615,076

125,054,629
42,406,964
1,123,036
25,331,953

193,916,582
698,494
(384,207)

$ 314,287

————————



FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Statement of Changes in Shareholder’s Equity

For the Year Ended December 31, 2002

Additional
Common Stock Paid-in Retained
Shares  Amount Capital Earnings Total
Balance at December 31, 2001 1,000 $ 10,000 $ 1,040,000 $ 9,353,065 $ 10,403,065
Net income - - - 314,287 314,287
Balance at December 31, 2002 1,000 § 10,000 $ 1,040,000 $ 9,667,352 $ 10,717,352

The accompanying notes are an integral part of this financial statement.
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FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, lnc)

Statement of Cash Flows
For the Year Ended December 31, 2002

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Change in:
Cash segregated for customers
Commissions and other receivables
Receivable from clearing organization
Deposits, prepaid expenses and other assets
Commissions and other fees payable
Receivable from/Payable to parent company
Accounts payable to dealers ‘
Other liabilities

Net cash provided by operating activities

Net increase in cash and cash equivalents
Cash and cash equivalents - beginning of period

Cash and cash equivalents - end of peribd

The accompanying notes are an integral part of this financial statement.
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$ 314,287

(1,412,567)
2,880,622

(308,047)
951,677

(3,002,551)
4,563,788
997,464
292,727

5,277,400

5,277,400
5,099,423
$ 10,376,823

————————



FSC Securities Corporation
(An indirect wholly-owned subsidiary of American international Group, Inc. )

Notes to Financial Statements

For the Year Ended December 31, 2002

1. Organization and Operations

General

FSC Securities Corporation (the “Company”) is a wholly-owned subsidiary of Financial Service
Corporation (the “Parent “or “FSC”), which is a wholly-owned subsidiary of SunAmerica
Incorporated (“SunAmerica”), which is a wholly-owned subsidiary of American International
Group, Inc. (“AIG”).

The Company is a registered broker-dealer with the National Association of Securities Dealers,
Inc. and the Securitjes and Exchange Commission pursuant to the Securities Exchange Act of
1934, and an investment advisor registered under the Investment Advisors Act of 1940. The
Company is licensed in all fifty states. The Company is an introducing broker-dealer on a fully
disclosed basis and clears all transactions through a registered broker-dealer (“the clearing
organization.”)

2. Significant Accounting Policies

Commissions Revenue and Expenses
Commissions revenue and expenses relating to securities transactlons are recorded on a trade
date basis.

Cash and Cash Equivalents

Cash includes cash in bank, overnight investments, commercial paper and money market mutual
funds available on demand. Cash segregated under federal regulation is not considered cash and
cash equivalents for the purpose of the statement of cash flows.

Income Taxes :

The Company files a consolidated income tax return with the Parent. It has a tax sharing
agreement with the Parent under which, and pursuant to SFAS No. 109, it provides current and
deferred tax expense as if it were a separate taxpayer (separate return basis). The Company
periodically remits amounts representing both taxes currently payable and deferred tax liabilities
(or takes a reduction for any deferred tax assets). Accordingly, the current tax payable and

deferred tax liability/asset balances are not reflected in the Company’s statement of financial
condition.

Financial Instruments

The carrying amount of financial instruments including cash and cash equivalents, commissions
receivable, cash segregated under federal regulation, other receivables, accounts payable to
clearing organizations, commissions payable, other fees payable, other liabilities, and payable to
parent company approximate their fair values.



FSC Securities Corporation _

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Notes to Financial Statements

For the Year Ended December 31, 2002

2. Significant Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenses during the reporting period. Actual results could differ from those estimates.

3. New Accounting Standards

In November 2002, FASB issued FIN No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, including Indirect Guarantees of Indebtedness of Others, an
interpretation of FASB Statements No. 5, 57, and 107 and rescission of FIN No. 34.” FIN 45
details the disclosures that should be made by a guarantor in its interim and annual financial
statements about its obligations under certain guarantees that it has issued. The Interpretation
also requires a company to record a liability for certain guarantees that have been issued. The
disclosure provisions are effective for interim or annual periods ending after December 15, 2002.
The recognition requirements of the Interpretation are effective for all guarantees issued or
modified subsequent to December 31, 2002. The Company has incorporated the necessary
disclosures in Note 11 to the financial statements. The Company does not expect the adoption of
this Interpretation to have a material impact on the Company’s financial position or results of
operations. ' : \

4, Cash Segregated Under Federal Regulations

Cash of $4,017,067 as of December 31, 2002 is segregated under provisions of the Securities
Exchange Act of 1934 and represents funds deposited by customers as a result of mutual fund
trades.

5. Deferred Commissions

The Company has adopted the Registered Representatives’ Deferred Compensation Plan (the
“Plan”) which is offered to eligible independent contractor registered representatives of the
Company. The purpose of the Plan is to (1) attract and retain individuals to become licensed
with the Company to market the financial products offered for sale by the Company and (2)
assist in the representatives’ long range financial planning by offering an alternative for
investing monthly commission and fee payments on a tax-deferred basis. The liability for such
deferred compensation and the related assets have been transferred to SunAmerica, thus are not
included in the Company’s balance sheet.



FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Notes to Financial Statements

For the Year Ended December 31, 2002

6. Income Taxes

The provision for income taxes is composed of the following:

Current: ‘
Federal $ 1,344,000
State 182,000

1,526,000

Deferred:

Federal (1,142,000)
Total $ 384,000

The difference between the federal statutory tax rate of 35% and the Company’s effective

income tax rate of 55% for the year ending December 31, 2002 is primarily due to state and local

taxes.

7. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the
broker or dealer will not allow its net capital to be less than the greater of $250,000 or 2 percent

of the aggregate debit items computed in accordance with the Formula for Determination of

Reserve Requirements for Brokers and Dealers. The Company has net capital and excess net
capital totaling $6,571,270 and $6,321,270 respectively. The Company has no debit items at

December 31, 2002.



FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Notes to Financial Statements

For the Year Ended December 31, 2002

Related Party Transactions

The Company has a payable to FSC of $1,799,853 as of December 31, 2002. This payable
represents the net amount of intercompany transactions, principally management fees and
income taxes, between the Company and FSC.

The Company and Parent have entered into an agreement whereby FSC provides substantially all
management and administrative services to the Company for a management fee, the amount of
which is periodically reviewed by FSC. It is the intention of FSC's management that the amount
of the management fee will be less than the pre-tax income of the Company before the
management fee. For the period of January 1, 2002 to December 31, 2002, the management fees
were $25,331,953. Because of the management fee arrangement, the accompanying financial
statements may not necessarily be indicative of the financial condition and results of operations
that would have existed if the Company had operated as an independent entity.

Subordinated Liabilities

There are no liabilities subordinated to the claims of general creditors as of December 31, 2002.
Concentrations

The Company conducts its business with many clients through a large network of producers
spread across the United States of America. The Company utilizes the service of an independent
clearing organization for its general securities clearing operations which handles approximately

10% of the Company's cash flows. Additionally, approximately 11% of the revenues for the
twelve month period ending December 31, 2002 were from two families of mutual funds.



FSC Securities Corporation

(An indirect wholly-owned subsidiary of American International Group, Inc.)
Notes to Financial Statements

For the Year Ended December 31, 2002

11.

Commitments and Contingent Liabilities

Litigation

The Company is involved in various kinds of litigation or claims which are common to its
business. These matters are in various stages of development and, based on reports of counsel,
management believes that provisions made for potential losses are adequate and that any further
liabilities and costs will not have a material adverse impact upon the Company’s financial
position or results of operations.

Clearing Broker-Dealer

In the normal course of business, the Company’s customer activities involve the execution,
settlement and financing of various customer securities transactions. The Company uses a
clearing broker-dealer to execute certain customer transactions. Such transactions may expose
the Company and the clearing broker-dealer to significant off balance-sheet-risk in the event
margin requirements are not sufficient to fully cover loses which customers may incur. In the
event that customers fail to satisfy their obligations, the Company may be required to purchase
or sell financial instruments at prevailing market prices in order to fulfill the customers’
obligations. The Company does not expect nonperformance by-customers.

~10-



FSC Securities Corporation Schedule |
(An indirect wholly-owned subsidiary of American International Group, Inc.)
Computation of Net Capital Under Rule 15¢3-1

Of the Securities and Exchange Commission

December 31, 2002

NET CAPITAL:
Total shareholer's equity $ 10,717,352
Less - Nonallowable assets:
Other assets and receivables 2,476,938
Prepaid assets ‘ v 753,501
Net capital before haircuts on securities positions : 7,486,913
Haircuts on securities (915,643)
Total net capital o $ 6,571,270
NET CAPITAL REQUIREMENT 3 250,000
EXCESS NET CAPITAL » $ 6,321,270

There were no material differences between this computation and that filed by the Company on Securities
and Exchange Commission Form X-17A-5 at December 31, 2002.

11—



FSC Securities Corporation Schedule i
(An indirect wholly-owned subsidiary of American International Group, Inc.)
Computation of Reserve Requirements

Under Rule 15¢3-3 of the Securities and Exchange Commission

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKER-DEALERS AND INFORMATION FOR POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3 OF THE SECURITIES AND EXCHANGE
COMMISSION

December 31, 2002

The Company is exempt from Rule 15¢3-3 pursuant to paragraph K(2)(i) of such rule under the
Securities and Exchange Act of 1934. '

~12-



PRICEAATERHOUSE(COPERS B

PricewaterhouseCoopers LLP
10 Tenth Street

Suite 1400 - .
Atlanta GA 30309-3851
Telephone (678) 419 1000
Facsimile (678) 419 1239

Supplementary Report of Independent Accountants
Required by Rule 17a-5 of the
Securities and Exchange Commission

To the Board of Directors and Shareholder
of FSC Securities Corporation

In planning and performing our audit of the financial statements and supplemental schedules of
FSC Securities Corporation (the “Company”) for the year ended December 31, 2002, we
considered its internal control, including control activities for safeguarding securities, in order
to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the
“SEC”), we have made a study of the practices and procedures followed by the Company,
including tests of compliance with such practices and procedures, that we considered relevant
to the objectives stated in Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate debits and net capital under Rule 17a-
3(a)(11); and
2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and comparisons, and
the recordation of differences required by Rule 17a-13;

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System;
and '

3. 'Obtaining and maintaining physical possession or control of all fully paid and excess
margin securities of customers as required by Rule 15¢3-3;

~ 13-
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The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the second paragraph of this report. In |
fulfilling this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of control and of the practices and procedures referred to in
the second paragraph of this report, and to assess whether those practices and procedures can
be expected to achieve the SEC’s above-mentioned objectives. Two of the objectives of
internal control and the practices and procedures are to provide management with reasonable,
but not absolute, assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are
executed in accordance with management’s authorization and recorded properly to permit the
preparation of financial statements in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in
the second paragraph. '

Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or fraud may occur and not be detected. Also, projection of any evaluation of
internal control to future periods is subject to the risk that controls may become inadequate
because of changes in conditions or that the effectiveness of their design and operation may
deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the specific internal control components does not reduce
to a relatively low level the risk that error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including procedures for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company’s practices and procedures were adequate at December 31,
2002 to meet the SEC’s objectives.

—14-
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This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, Inc., and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in
their regulation of registered brokers and dealers, and is not intended to be and should not be
used by anyone other than these specified parties.

%W@.w LIP

February 27, 2003
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